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When recognition of the Latin American debt crisis emerged in 1982, the International Monetary
Fund took the lead in preventing serious damage to the global financial system. Essentially, the
IMF stated that it would find new credits for debtor nations if they agreed to implement adjustment
programs. Commercial banks were assured that if they provided new loans, the IMF would
persuade debtor nations to adjust. At present, creditor banks and governments continue to insist on
linking debt rescheduling to compliance with IMF guidelines. Many Latin American governments
complain that Fund policies are prolonging the debt crisis. The major complaint is simply that
the Fund's "adjustment with growth" strategy for resolving the debt problem applied in 26 of 32
Latin American and Caribbean nations since 1982 does not appear to be working. Although import
cutbacks and export expansion have generally permitted the region to finance $145 billion in debt
payments, sustained economic growth has not occurred. An unnamed Mexican government official
cited by the New York Times said, "We have followed the IMF's prescription. We have cut the
deficit, opened up the economy and increased non-traditional exports. We have adjusted but we
have not grown. We're in our sixth year without new job creation." The IMF is accused of focusing
exclusively on short-term liquidity problems when most economists, both in Latin America and
in the US, argue that the debt crisis has revealed structural weaknesses that cannot be addressed
under the terms of traditional Fund agreements. An unnamed Chilean economist cited by the
Times said, "The Fund's programs continue to be rigid and simplistic, with the same rules applied
to all countries alike. The Fund has its four commandments: get your prices right, balance your
budget, open up the economy and privatize. All at the same time." Arturo O'Connell, a director
of the Argentine central bank, pointed out that because past credits often exceed new loans, the
IMF received a net $6 billion from developing countries in 1986. "At the moment, the IMF position
belongs more in the world of Alice in Wonderland," he said. The Fund argues that it follows policies
defined by the major industrial nations that control the institution. Michel Camdessus, recently
appointed IMF managing director, is a former French government official with experience in Third
World problems. His appointment had nurtured hopes for a change in IMF policy, but Washington
has reportedly restrained Camdessus from introducing new debt initiatives. According to an
unnamed member of the IMF executive, "When Camdessus recently mentioned the concept of
debt relief, he was slapped down by the (US) Treasury. So far he has not dared to stand up to (US
Treasury Secretary James) Baker." Consequently, "muddling through" remains as the only Western
"policy" to deal with Latin America's $420 billion foreign debt. Edmar Bacha, Brazilian economist
and former government official, asked: "Wouldn't it have been better if all debtors had defaulted
right away? Because after an exhausting and irritating process, all but one or two countries still
cannot keep up their payments. And the rate of failure to comply with the IMF is also very high."
Jeffrey D. Sachs, economics professor at Harvard University, said: "As a general rule, the IMF still
acts as an enforcer of commercial bank debt. But since the IMF and creditors have not recognized
the impossibility of full debt servicing, they're in the business of making short-term patch-up deals
which don't last six or 12 months." According to Albert Fishlow, economics professor at University
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of California-Berkeley: "Under present circumstances, it will be impossible for Latin America to
export or to finance its way out of its debt crisis. The only solution, one that will help both debtors
and creditors, is debt reduction." (Basic data from New York Times, 05/16/88)
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